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Expense Accounts-Trap or Haven?
By EDITH MOORE, C.P.A.
Chattanooga Chapter A.S.W.A.
Partner J. H. Hardy & Associates
Past President A.W.S.C.P.A.
The Commissioner of Internal Revenue, in
Technical Information Release No. 198 out
lined some new steps which will be taken in
regard to reporting for expense accounts. He
stated that he believed these steps were
reasonable and would not require any expen
sive or burdensome compliance by anyone.
He further stated that the Internal Revenue
Service was not asking anything new of em
ployees’ tax returns but more detailed reporting
will be required on the income tax returns for
taxable years beginning after 1959 of employ
ers such as corporations, partnerships and sole
proprietorships.
Subject to special scrutiny are personal
expenses claimed as business deductions such
as “business” trips, including convention at
tendance, at resort hotels, hunting lodges or
other vacation spots; lavish entertainment;
ownership and operation of automobiles,
yachts, airplanes, hunting lodges, and beach
houses for use by company officials; and the
purchase with company funds of articles for
the personal use of executives, their families
or friends. The Internal Revenue Service may
take the position that such trips, entertain
ment, or use of company facilities or funds
represent additional compensation or divi
dends.

1. The employer must require certain ex
pense account details from the employee
and
2. The employer must exercise certain con
trols over the accounting which is
submitted by the employee.
The Internal Revenue Service will examine
the controls maintained by the employer to in
sure that his employees are paid only for those
expenses which are ordinary and necessary
business expenses incurred in connection with
their employment. One important control is
requiring expense accounts to be approved by
a person responsible to the employer for a
proper audit of the account—except that the
person incurring the expense should not audit
his own account.
Expense Account Allowances
EXPENSE ACCOUNT ALLOWANCES
include:
1. Amounts (other than compensation)
received as advancements or reimburse
ments and
2. Amounts paid by or for the employer
for expenses incurred by or on behalf
of an officer, partner, employee or
proprietor—including amounts charged
on credit cards.
Expense account allowances do not include
amounts expended for:
1. Goods purchased for resale or use in the
employer’s business;
2. Incidental expenses (office supplies,
local errands, etc.);
3. Fringe benefits (Hospitalization insur
ance, unemployment insurance, pension
plans, etc.; and
4. Expenses which professional service
firms (lawyers, accountants, etc.) bill
directly to clients.

Employers
In many cases amounts paid as additional
compensation are classified by the employer
as allowances or payments for other expenses.
These accounting practices of some employers
make identification of such compensation dif
ficult.
The examining agents have been instructed
to check the adequacy of the “accounting”
procedure of each employer they audit. If the
accounting for expenses is not required, the
procedure is deemed to be inadequate and the
agent must make a list of the employees who
received the expense allowances or reimburse
ments and the amounts received. The returns
of these employees will then be prime pros
pects for examination.
The two main requirements for an adequate
procedure according to the Treasury Depart
ment are:

Flat Per Diem or Mileage Allowances
Many employers give their employees a
certain sum per day for traveling expenses, or
pay them on a mileage basis. The amounts
received, even though not accounted for, will
be considered as automatically “accounted
for” and therefore not required to be reported
on the return (unless a claim is made that
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actual expenditures exceeded the amounts re
ceived) if they are received in the form of:
1. Car mileage allowances not over 12-%c
a mile;
2. Per diem travel allowances in lieu of
subsistence not exceeding $15.00 per
day.
These limits apply to travel in the United
States and are based on 125% of those
listed in the “Standardized Government
Travel Regulations.”

for expenses claimed for maintenance of
lodges, resorts, dwellings, attendance of
employees at conventions, vacations for em
ployees; use of yachts or boats for business or
personal use of employees.
PARTNERSHIPS will be required to supply
similar information paid to or on behalf of
each of the 25 partners with the highest in
dividual totals of:
1.
Salary or other compensation;
2.
Expense allowances and
3. Share of the partnership’s ordinary in
come.
Such information will not be required for
any partner whose individual total is under
$10,000.00.
INDIVIDUAL PROPRIETORS will be re
quired to supply information relative to “ex
pense account allowances”:
1.
Attributable to themselves, and
2.
Paid to or on behalf of each of their
5 highest paid employees.
Such information will not be required for
an individual proprietor whose total com
pensation (including his net profit from the
business) is under $10,000.00; and for an
employee whose total compensation is under
$10,000.00.
Corporations, partnerships and proprietors
will be required to keep the appropriate rec
ords for making this type of information avail
able on their return.

Travel and Entertainment Expenses
There is no automatic tax deduction for
travel and entertainment costs. Every item
you claim for these purposes is open to ques
tion on two counts:
1. Is it an ordinary expense—one which is
customary or usual within your particular
trade, industry or business community?
Almost all businesses involve a certain
amount of travel and such expenses usually
pass the test unless attacked on other grounds.
Entertainment is also recognized as an aid to
business and is usually accepted under this
test.
2. Is the outlay necessary—is it appropriate
and helpful to your particular business?
There is no precise definition of “necessary,”
but you will be expected to prove that a cer
tain expenditure was connected with a busi
ness matter and could reasonably be expected
to produce a business benefit.
An employee or executive who claims a
deduction must be able to show that this
expenditure was required as part of his job.
If there is a direct reimbursement by the
company of the expenditures, that is usually
sufficient to prove that the employee’s expenses
were necessary. If the employer does not
reimburse these expenses, the employee must
be able to prove that the expenses were a
necessary part of his job.

Employees
An employee who is required to and does
account to his employer for his business
expenses need not report on his tax return
the amount of such expenses or the reimburse
ments, allowances, or charges made to his
employer therefor, unless he wishes to claim
a deduction for expenses in excess of the
reimbursements. However, the accounting re
quired by the employer must accord with
“acceptable business practices” as outlined
for the employer.
A recent Revenue Ruling (60-120) states that
an adequate accounting for traveling expenses
should require the employee to submit a writ
ten statement to the employer establishing the
business nature of the travel and detailing:
1.
The date and place of travel;
2.
Cost of transportation;
3. Number of days away from home over
night; and
4. An itemized statement of total costs
incurred for meals, lodging and miscel
laneous expenses.
Also, supporting documents, receipts, etc.
should be submitted for large or exceptional
expenditures.

Employers—Tax Returns

CORPORATIONS will be required to supply
information (on Form 1120, 1120L, 1120M
or 1120S) relative to “expense account allow
ances” paid to or on behalf of each of the
25 highest paid officers (determined by adding
together salaries, expense allowances and all
other allowances). Such information will not
be required for any officer whose total com
pensation including allowances is under $10,000.00. A corporate officer is a person who is
elected or appointed to office or who is
designated as such in the corporation’s char
ter or by-laws.
The 1960 Corporation income tax return will
contain questions in regard to deductions
4

purposes. However, if the return is examined,
the only procedure available for determining
the correct tax liability is a reconstruction of
expenses under the Cohan rule.
In the Cohan case, the court held that a
taxpayer who incurred such expenditures but
did not keep adequate records of them should
be allowed as close an approximation as
possible. The court emphasized that the bur
den of proof should bear heavily upon the
taxpayer—and in those cases, the taxpayer
often loses deductions to which he would
have been entitled had he maintained ad
equate records.
Any taxpayer may be asked to substantiate
his expenses if the Internal Revenue Services
feels it is “pertinent” to determine tax liability.
However, the Regulations say that employees
who account to their employers ordinarily
will not be required to substantiate their
claimed expense deductions unless:
1. The amounts involved are substantial;
2. The employee actually owns a substan
tial or controlling interest in the com
pany, or
3. A question about some other item has
resulted in a general examination of all
items on the return.
It is apparent that under the new expense
reporting rules, that it is imperative that
adequate records be maintained both by the
employer and the employee. Failure to keep
such records can create a trap for the taxpayer
and improper reporting will increase the
possibility of a more intensive examination
which can be expensive, and could also result
in losses for deductions to which the taxpayer
is entitled had he maintained adequate rec
ords.
However, if the reporting rules are followed
strictly and the necessary information is
furnished, there is less possibility of examina
tion and both the employer and the employee
will receive the full benefits to which they are
entitled and will be in a place of Haven.

In regard to Entertainment Expenses, the
employer should require the employee to
submit the following detailed information:
1. Identification of the persons entertained
(by name, title or otherwise);
2. The place, nature and cost of the enter
tainment; and
3. The reasons why the expense was neces
sary.
If the employee is not required to account
to his employer for his business expenses, he
must report on his return such expenses and
the reimbursements, allowances, or charges
made to his employer therefor. During the
past, a large number of employees who were
required to report expense allowances and
reimbursements on their returns did not do so
and did not properly answer the questions
relating to these expense accounts on their
individual income tax returns.
The employee must file a statement with his
income tax return containing the following
information:
1. Amounts received from, or charged to
his employer for business expenses, in
cluding amounts charged directly or
indirectly through credit cards, or other
wise;
2. The nature of his business or occupation;
3. The number of days away from home
on business during the taxable year;
and
4. Total expenses which constitute ordinary
and necessary business expenses broken
down into such categories as transporta
tion, meals and lodging while away from
home overnight, entertainment expenses,
and other business expenses.
A large number of taxpayers do not keep
adequate records and supporting documents
on travel and entertainment expenses. Some
taxpayers may receive an advantage, taxwise,
by claiming deductions for travel and enter
tainment expenses based on estimates in excess
of the amounts actually expended for business
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Work Measurement as an Administrative and
Managerial Tool
By JACK P. CAMPBELL, Management Analyst
Veterans Administration, Houston, Texas
The subject “Work Measurement as an Ad
ministrative and Managerial Tool” may have a
rather formidable sound. Unfortunately, the
problem of semantics seems to plague us
throughout business today. Every profession
and every phase of business seems to require
its own language. In this respect management
is no exception. Those of us engaged in man
agement make it difficult for others to under
stand us because we add to or subtract from
the normal understanding of words and terms,
and acquire a completely new meaning which
is applicable to our work alone. The term,
“work measurement,” seems to fall in this
category. Actually, there is little to be puzzled
about in this term. In reality, there has been,
from time immemorial, some type of measure
ment of work. In its simplest definition, work
measurement is the process of measuring work,
and the recording of some accomplishment.
However, when we speak of a work measure
ment system we are adding a major part to this
term.
Before getting to the system itself, let us
attempt to further define work measurement.
Before we can have a measurement of work,
we must have agreed upon what our work is;
we must take the work to be accomplished and
segregate it into definable parts. In the lan
guage of work measurement this is called the
development of end products. Because of its
key importance to the overall subject, let us
leave this subject and return to it later.
Secondly, work measurement must have as
an integral part some type of standard. Simply
put, standards are the yardsticks to tell how
much work should be done; how well it should
be done, and within certain limitations, how
long it should take to do it. Therefore, in this
term, we have our work segregated into de
finable parts called end products, and yard
sticks called standards which give quantitative,
qualitative and time measurements.
Now let us add the word “system” to our
definition. A system, of course, is a recurring
operation—something that has a beginning and
which has measurable points along which it
can be controlled. Therefore, to make work
measurement into a system, it is necessary to
have a series of reports or other media for
conveying information which tells how much
work was done; how well it was done; how
long it took, and how these accomplishments

compare to the standards which have been
established. In other words, a work measure
ment system is a method of establishing an
equitable relationship between the volume of
work performed, the quality of the work per
formed, and the manpower utilized in com
pleting that performance within a given period
of time.
Any single part of this definition is mean
ingless by itself. For example, the development
of standards has little purpose except as a part
of a work measurement system. To know what
can or should be done without knowing what
is being accomplished certainly is an empty
achievement. To know what is being done
without the means of judging whether or not
it is satisfactory, both as to quality and time,
offers no incentive for betterment, no oppor
tunity for management control, and no oppor
tunity to detect situations requiring action. In
order to provide a useful system for apprais
ing and controlling operating performance,
there must be a partnership between clearly
defined end products, soundly developed
standards, and a reporting system designed to
relay information about the work in the same
manner that the standards are related to the
work. When all of these elements are present,
the result is a work measurement system.
In discussing work measurement I should
like to stress the word, “administrative.” We
have agreed that there has always been some
type of measurement of work, but it has been
concerned primarily with industrial applica
tion. “Industrial” means production line as
sembly work; work which is performed on a
product by an industrial operative worker,
which is repetitive in nature, easily measured,
and for which standards can be readily estab
lished. Such names as Frederick W. Taylor,
the Galbraiths of “Cheaper by the Dozen”
fame, and many others, come to mind in con
nection with the scientific development of work
measurement as it has applied to industrial
work.
However, strange though it may be, very
little progress has been made in applying any
type of measurement to the administrative
work of industry, government, and other or
ganizations. Today we are all aware that the
problem of administrative expense, and over
head or indirect labor is a tremendous one.
Management throughout industry, in analyzing
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its business costs, is becoming more perturbed
each day with its inability to control these
ever increasing administrative expenses. There
seems to be some “Holier Than Thou” attitude
concerning the so-called “white collar” occupa
tions that administrative work is too complex,
too different, and not susceptible to measure
ment against a standard. To be sure, there
have been some exceptions, particularly in the
insurance and banking industries. However,
one finds that where measurement has been
installed in administrative work, it stops at
the lowest clerical level, usually the typist or
the clerk. If one looks at this problem with a
jaundiced eye, it is easy to suspect that man
agement is not particularly interested in apply
ing measurement tools to administrative work
because that might mean many levels of man
agement itself could be measured.
The general type of measurement as it is
used today normally is tied to standards which
have been established for the individual worker
and his production. In this manner, the em
ployees who are involved in an operation, but
who do not do production-type work, continue
to float in an unmeasureable void. For example,
many offices measure against an established
standard the number of letters typed by typists,
the number of cylinders transcribed by tran
scription operators, etc. But how many of these
same offices have a standard against which
they measure the production of the real re
sponsibilities of the office, be it issuing insur
ance policies, processing liability claims, or
any other type of basic responsibility? When
one measures only the letters or cylinders, how
does one determine how many supervisors are
necessary; how many messengers; how many
supply clerks; how much of this undefinable
indirect labor is required? Would it not be
more logical to establish end products defined
on the primary objectives of a department, a
laboratory, a section or some other segment,
and then establish standards which would in
clude the total time required to produce such
end products? Obviously, it would be neces
sary, in establishing such standards, to include
the number of letters, records, and every other
single activity that goes into making up the
production of the prime objectives. In other
words, if we are going to measure, if we are
going to establish standards, we should be all
inclusive; we should cover all the expenses
and all the labor involved in any given pro
duction.
I hesitate to say that it is an easy task to
establish comprehensive end products and
standards against which to measure, par
ticularly in the field of administrative work.
There is a certain amount of complexity to the
work, and further it is an unfortunate fact that

many of our professions and semi-professions
feel that this type of proposal is degrading in
some manner, that it detracts from the indi
vidual judgment which they claim is attached
to each part of their work. No, this task is not
easy, but if we are to begin to control the ever
increasing burden of administrative costs, we
must begin to apply some of these basic tools
of management.
Certainly there are few experts in this field,
and I do not profess to be one of them. How
ever, there are some who, because of experi
ence and exposure, are a little more familiar
with this particular tool. My familiarity with
the subject arises from the fact that the Veter
ans Administration installed a complete system
of administrative work measurement through
out its entire agency. It covers every phase of
the work of this agency with the exception of
medicine and surgery.
To show the magnitude of the job, a word
should be said about the Veterans Admin
istration as an organization. This agency is
part of the Executive Branch of the Govern
ment operating directly under the President.
It is concerned with the administration of
laws providing benefits to veterans, their de
pendents, and the beneficiaries of deceased
veterans. When one considers that there are
today approximately twenty-two million living
veterans and an average of three dependents
to each veteran, one can readily see that the
clientele, customers if you will, of this business
is a tremendous total of over eighty million
people. The Veterans Administration is allo
cated over four billion dollars each year. Only
the Department of Defense and the Mutual Aid
Program cost more money. Therefore, it is
highly important that this operation be efficient
and effective. This agency accomplishes its farflung responsibilities and objectives through
three basic departments; Medicine and Sur
gery, Insurance, and Veterans Benefits. The
first two have single responsibilities; namely,
medicine and surgery, and insurance. The De
partment of Veterans Benefits has all other
benefits as its responsibility. The work meas
urement system we are discussing was in
stalled in the third department, that of Veter
ans Benefits. This department is organized
with a central office in Washington, D.C., and
70 regional offices. The department has ap
proximately twenty thousand employees who
perform every conceivable phase of admin
istrative work from the most simple clerical
operation to complex, legal and adjudicative
tasks.
As might well be imagined, the problem of
segregating the work accomplished in an or
ganization of this size and scope, and the
establishing of fair and equitable standards for
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such work, has been a tremendous task. Fur
ther, it has been complicated by the fact that
the standards must be met by employees of
every level of education, of every level of
knowledge and experience, and must be appli
cable in every part of this United States not to
mention the Philippines and Puerto Rico. Tre
mendous though the job was, it has been done,
and the entire work of the Department is now
a measurable factor.
There is no restriction at any level in this
system, but rather an attempt is made to place
every part of the organization in a position
whereby measurements can be obtained; meas
urements which are clear-cut and from which
such factors as cost, quality and performance
effectiveness, can be obtained. It is now pos
sible through the work-measurement reporting
media to compare the effectiveness and cost of
one regional office against another. Each func
tion in each regional office throughout the
agency has, at the end of each reporting period
a quantitative, qualitative and cost record. It is
now possible to know the percentage distri
bution of available man hours. From this can
be obtained the time spent on supervision, on
clerical overhead, on leave, and many other
factors. Further, it is possible to know the
actual productive time which is obtainable
from available time. In other words, out of
each 8-hour day, how much actual productive
time results? Since this system is all inclusive,
it covers the work of such professional people
as lawyers, construction appraisers, claim ad
judicators, and many others. Yes, it also in
cludes the work of accountants.
Let me be the first to hasten to say that the
development of this system, its installation, and
its operation, has been anything but a simple
task. Mistakes have been and will continue to
be made; inequities have arisen; changes have
been required, and management analysts have
aged at a rate that would put Darwin’s theory
to shame!
As an aside, the problems, especially during
installation, were myriad and, in many in
stances, quite amusing. We spent a great deal
of time validating our standards. In doing so,
we actually studied minutely what certain
employees were doing with their time, minute
for minute. I had an instance where one of our
older employees indignantly and emphatically
told me that it was none of my business when
he went to the men’s room, how many times
he went, and how long he stayed! We found
a few employees who favored the system
simply because they were humanly jealous and
curious about the production of other em
ployees—they were quite willing to volunteer
information about what someone else wasn’t
doing. And, inevitably, we found a few using

the “heavy pencil.” You know what a “heavy
pencil” is—one used by an honest man, but the
figures it writes just happen to be slightly
erroneous. You can readily see that reporting
accuracy is essential to a system of this type.
We made continual checks, and still do, to in
sure this accuracy. When we questioned a
report, you can imagine the hurt “Who Me”
look, the injured innocence that resulted. I
am sure you are familiar with this type of look
in your profession, particularly during the in
come tax period! But with all of these diffi
culties, the system has worked and it increased
in effectiveness with each passing period.
Need I enumerate the advantages of work
measurement? The mere fact that we are able
to define costs, and this includes all costs, from
the manager of a regional office to the janitor,
speaks for itself. In the field of budgeting, work
measurement eliminates much of the guess
work. The only guess will be based on the
volume of future work. How many people it
will take; how much space, and how much
material—all these are self-evident from the
system. Therefore, the greatest part of budget
work, the so-called crystal ball gazing, is a
thing of the past. In a government agency this
is highly important. It would appear to be
just as important to any phase of industry.
Let us for just a moment take a look at a few
of the more common objections which are
raised to work measurement in any form.
1. The general concept exists among busi
ness executives that a system of this type will
bring about a leveling of performance of em
ployees. From the standpoint of the experience
in our agency, this is a fallacious objection.
Conversely, the program has raised production
and stimulated initiative. Unfortunately, execu
tives too often will place upon mere man
agerial tools the blame for loss of initiative and
dropping of production rather than face the
bitter fact that they themselves have failed.
Remember we are talking about the use of a
managerial tool, not something that replaces
good supervision.
2. Objection often voiced is that work meas
urement or the use of standards will increase
personnel turn-over inasmuch as employees re
fuse, in the opinion of many, to be measured or
to work against some theoretical standard. This
objection has not proven valid in our experi
ence. Rather, it has ben found that once
employees are properly indoctrinated and con
vinced that the standards are fair, sensible, and
obtainable, they do not object to being meas
ured.
3. Another objection that has been raised is
that this is a system of speed-up; that is, a
system of forcing employees to increase pro
duction at the expense of quality. Investigation
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reveals that there is a certain truth to this ob
jection. However, again the system is blamed
rather than those responsible for the system. It
is foolhardy in any organization, in any in
dustry to increase quantitive production at the
expense of quality. This is not only costly but
it denotes foolishness on the part of supervisors
and management as a whole.
4. There is the objection that a system of
this type will become too all important. It
must be re-emphasized that work measurement
—the use of standards, and the use of compari
sons—is merely a tool which helps management
accomplish its responsibilities. The program,
once it is installed, must take its normal place
among all other tools. It must not be allowed
to become too important in its application.
5. The objection has been raised that a
system of this type is not flexible enough and
cannot change rapidly with shifting workloads
and changing objectives. This objection also
has certain points of validity. There is no
question but that it is difficult to change
standards, to add or subtract from standards.
However, to be successful, the system must be
kept flexible. This is the only way it can remain
equitable and valuable.
In summary then, a work measurement sys
tem can be devised and utilized so as to
measure the prime objectives in an organi
zation. Setting standards for operative em
ployees alone gives only a very partial answer.
Further, it is just as logical to apply a system
of work measurement to all administrative

operations as it is to apply it to purely in
dustrial production phases. Finally, successful
design, installation, and operation of a program
of this type are based on the successful ac
complishments of all other managerial responsi
bilities. They relieve management of nothing.
In fact they make the successful performance
of other managerial functions even more im
portant. Let me emphasize that this is not an
easy tool to design and apply, but when prop
er objectives are established, when proper atti
tudes are fostered and when sufficient desire
and effort exist, a system of work measurement
can prove of tremendous value to any organi
zation.

Pearl Scherer, Member of Council AICPA
To the roster of those women who can claim
significant firsts in the advancement of women
in the field of accounting, add the name of
Pearl A. Scherer. As president of the Alaska
Society of Certified Public Accountants, Mrs.
Scherer was the first woman to serve as a
member of the Council of the American Insti
tute of Certified Public Accountants, which
met last September.
Mrs. Scherer is a charter member of the
Alaska Society of CPA’s, which was formed
in 1954 with fifteen members. Currently there
are some forty members in this group from our
49th State, and it is interesting to note that all
are also members of AICPA.
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Mechanized Accounting
Application for the Small Business
THEIA A. CASCIO
Los Angeles Chapter A.S.W.A.
Assistant to the President
Beverly Hills Transfer & Storage Co.
Mechanical aids have been with us for many
years. The typewriter and the adding machine
are really a part of mechanized accounting.
Most bookkeeping machines are glorified and
expanded adding machine and typewriter
combinations, the operation of which is readily
learned and understood by a capable typist
with a flair for bookkeeping.
Since we are in an electronic age, it is
only natural that we visualize an electronic
computer when mention is made of mecha
nized accounting, and big business is grasping
these to its bosom more each year. But small
business must be content with the equipment
within its budget and adapted to its type
of industry and personnel.

Punch Card Systems
More and more small businesses are con
sidering I.B.M. or similar punch card systems.
While in the past it was felt that punch-card
accounting systems were too expensive for
small businesses, we are being converted grad
ually to the thought that a “look-see” into
them is very much worth while for an ex
panding organization.
In talking with the accountant of a plastic
toy manufacturer, I found some logic in the
application of an I.B.M. system for certain
small businesses. This particular company has
200 employees. Sales are about five million
dollars annually. Because of the variety of
small toys manufactured— (toys that wholesale
from 5¢ up) there is a tremendous inventory
of both material, work in process, and finished
product, requiring a detailed cost system and
a voluminous sales analysis. This company
uses I.B.M. leased equipment for all account
ing except the posting the general ledger.
They have one accountant assisted by six
machine operators who are either at the ma
chines punching the information on the cards,
or at other machines interpreting and process
ing the data. For this organization, the I.B.M.
equipment is efficient and satisfactory.
For many companies who wish to experi
ment or make the transition to punch-card
accounting gradually, they may use a tabu
lating and statistical service bureau. These are
located generally in larger cities or areas
10

where there is a concentration of business,
and their function is to convert pre-coded ac
counting information into punched cards for
the accounting machine to process. This func
tion eliminates the necessity for smaller com
panies to lease certain equipment, and the
service bureau charges a fee instead for proc
essing the data. The service bureaus can do as
little or as much of the procedure as desired,
and here are some advantages and disad
vantages of such a system where the work is
done (or partly done) away from your own
offices:
ADVANTAGES
Provides a representative who discusses re
quirements and develops procedures which
are necessary and best for you.

Cuts down overhead costs in both equip
ment rental, office space, and personnel.
Gives your own personnel a training period
without pressure.

Provides an opportunity to expand as vol
ume requires by gradually transferring to
your own office those machines you need
as you need them.
Provides for a more efficient operation by
the use of skilled personnel.

Provides meticulous, fast planning of your
work.
Gives you the information you want when
you want it.
DISADVANTAGES
Unless the service bureau is located nearby,
there will be a delay in delivering and re
ceiving completed accounting information.
The abrupt paring down of personnel in the
office in transferring over may have a de
moralizing effect on the remaining person
nel. The constant change in adding new
machines and new operations would appear
burdensome, and prolonged.

The service bureau seems to be for the

company which is rather betwixt and be
tween the small and large business, or for
the small business in the process of transi
tion into a large business. For any who may
wish to consider this, determine first—if
there is such a bureau conveniently located,
and then discuss your problems very care
fully and thoroughly before you proceed
with actual installation of a system.
Don’t be over-anxious to experiment as it
can be costly. I know of one firm that did
so experiment. Its volume was not large
enough to warrant purchase or contract
rental of this equipment so it used an out
side tabulating service,—only to find that
relying on this service proved inefficient
and expensive, particularly in the event that
government reports were needed which re
quired week-end work when this service
bureau was on an overtime basis if, indeed,
it worked at all. At least, it is now satisfied
with what it has.
Before leaving the punch card system, let
me call your attention to the Key Sort Tabu
lating Punch; a marginally notched system
gaining recognition for smaller businesses. The
unit cards are easily and accurately sorted to
their several classifications and automatically
tabulated. It is reported that the Tabulating
Punch is actuated by a ten-key keyboard and
can be operated by anyone who can use an
adding machine.
Before we can walk, we must crawl how
ever;—so let us look at some more or less
familiar mechanical aids that most of us are
now using or thinking about in relation to
application to our own organizations. While
some of these are only part of a system, we
can adapt them in many ways other than the
uses mentioned here. We have done business
for decades with the help of our manual type
writers and adding machines, and these are
still the principal stand-bys in most small
business offices today. But there are many
other saving aids that, for a small investment,
can mean increased efficiency and sometimes,
the saving of adding another employee or two
and the resultant increased overhead for office
space and supplies.

each typed letter to give uniformity and neat
ness to the end product. When purchasing the
typewriter, keep in mind its intended func
tion and select the type-face best suited to the
particular need. For billing, it is wise to have
letters and numbers in large, plain type-face
to insure accuracy on carbons often required
for accounting and other equally important
functions.
ADDING MACHINES
These are all sizes, shapes, weights and
prices, of domestic or foreign brand. The 10key is by far the fastest to operate and has
increased in popularity in recent years. Even
here we have many varieties. If it is necessary
to have a machine used jointly by two or more
people, you might prefer a light-weight model
which is easily moved about. If it is to be in
a stationary position, most men seem to prefer
the old reliable standard American brands,—
durable and trouble-free.
CALCULATORS
Here we have such machines as Marchant,
Monroe, Olivetti, Victor, Remington-Rand and
Friden. These perform the multiplying and
division in less time than it takes to write
the figures down on paper. The machines that
do not have a printed tape are more speedily
operated, and in cases where cross-footings
prove the totals, or where results are later
checked for accuracy, this calculator is the
most practical.
However, we have found the printing calcu
lators are more adapted to our bill-of-lading
processes at Beverly Hills Transfer and Stor
age,—particularly where the public is on the
phone waiting for an answer. Bather than do
the calculations twice to prove a total, the
operator can glance at the printed tape to
verify that the correct figures were inserted.
The tape remains with the papers, and if
an error is found later, we know where it was
made.

RILLING MACHINES
Here we have numerous makes and models.
For those who have a minimum of product
description, the symbol billers are used ef
fectively, and certainly reduce time and ex
pense. The typewriter is eliminated and there
is a row or rows of symbols on the calculating
portion of the machine. As the amount is in
serted and the proper key depressed, the
symbol appears by the amount. Most probably
you have seen restaurant checks passed
through this machine. The moving and storage

THE ELECTRIC TYPEWRITER

The fully automatic typewriter will give
clear copies on multiple forms for billing, for
financial statements, or for letters where copies
must be distributed to various branches or
people. The ease of operation here permits
the typist to keep up a steady output without
tiring, and there is the same pressure behind
11

company, as an illustration, might symbol:
CA for Cash—TR for Transportation—ST
for Storage—MA for Material—TX for Sales
Tax
For description of the charge or credit on
the invoice, only one symbol key is depressed.
National Cash Register has a simple 3total desk model symbol biller that is really
a posting machine. It prepares a Journal in the
same operation as invoicing and entering on
the ledger. It is little more than a double
adding machine, but it is a very effective step
toward time and money-saving mechanization.
Here the statements and invoices are pre
headed on a typewriter. The process is speedy
and a sure way of having the statement to
the customer, the accounts receivable ledger
card, and the journal all in balance.
The Friden-Computyper is a biller that
combines the electric typewriter and the calcu
lator in one unit. It is a fantastic timesaver.
Only a typist is required to operate. The
operator types the heading, quantity, unit
price, and product description. The com
putyper computes the extensions, additions,
deductions and totals. You can start here with
the one machine unit, and as you develop,
additional units can be purchased,—some that
will simultaneously punch cards or tapes for
other distribution and analytical purposes.

ANALYSIS MACHINE
NCR has an Analysis machine (Class 41).
As an example of the type of work which this
machine does, it has been used by an auto
motive company for analysis of salesman’s
commissions. Previously, large sheets were
used with each salesman’s name heading a
list each month, and on this spread sheet the
commission amount was manually listed in
voice by invoice. Using the Analysis Machine,
a total or register is assigned to each of the
13 salesmen. The operator runs through the
invoices and enters each commission amount
to the proper indentifying button. Each in
voice copy is validated by the machine as
entries are made. This is accomplished auto
matically just by slipping the invoice into the
machine’s printer. The reason the invoices
are validated is that if any salesman thinks
he has been underpaid, he can refer to the
file of invoices. Each amount due him should
be validated with his number. If he sees an
other salesman’s number, then he has the
right to complain and secure an adjustment.
ACCESSORIES OR AIDS
The COPY MACHINES are becoming more
and more invaluable to offices, not only be
cause they save time of copying reports or
letters or other data, but because they make
an actual copy,—the chance for error in in
correctly copying a figure or word is elimi
nated. While there is not yet a dry process
on the market that will take all colors and
inks, the many wet or liquid chemical proc
esses are adaptable to most anything you
wish to have copied. (And these are ac
ceptable by the Bureau of Internal Revenue
in connection with income tax returns and
supporting schedules.) The paper for the dry
Thermo-Fax copy machine is almost half the
cost of the other method, which makes it
much more reasonable to use.
ADDRESSOGRAPH PLATES or similar
addressing processes and machines are used
frequently for heading statements or printing
envelopes where repeated mailing go to such
as: customers, stockholders, employees, ven
dors, etc.
PORTABLE TAPE RECORDERS (Steno
rette for one) can be used for taking on the
spot inventories, checking in merchandise or
storage lots, for field audits, recording con
versations for reports and taking down in
formation of a technical nature on the phone
to eliminate misinterpretation.

BOOKKEEPING MACHINES

There are several good bookkeeping ma
chines on the market currently; the one with
which I am most familiar is the NCR 3100.
This machine by changing the removable pro
gram or control bars, can be used for all the
bookkeeping functions of a small business. We
have one machine that does accounts re
ceivable, bank deposits, accounts payable,
payroll, distribution to our general ledger,
aging of accounts and miscellaneous reports.
It is difficult to describe the simplicity of the
operation, but it is just like running a type
writer and an adding machine that will give
you 18 different totals, if necessary. Journals
are the carbon copies of all processes depend
ing upon future use. We felt our preparation
of the bank deposit on the NCR was a real in
novation, because it means our cash-credits
to accounts receivable are as current as our
deposits to the bank.
Payrolls can be written by the machine.
The earnings record, pay statement, check,
check register and payroll journal are all
printed at the same time. Earnings, withhold
ing tax, FICA and other deductions are auto
matically computed and printed by the
machine on each employee’s earnings recordin one operation.

(Continued on page 14)
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ACCOUNTING FOR MANAGEMENT
PLANNING, by P. F. Lorenz. The Illinois
CPA, Vol. XXII, No. 4, pp. 18-29.
The responsibility of management to exer
cise operating control in the direction of dayto-day operations has long been recognized.
The exercise of planning control, by making
decisions far in advance, in order to achieve
long-range objectives, is another phase of
management’s responsibility that is assuming
increasing importance.
While accountants have long played an
important role in providing the necessary
reports and analyses needed for the exercise
of operating control, they must also meet the
new challenge and provide adequate reports
for better forward planning.
Technological changes and rapid shifts in
consumer demand have emphasized the impor
tance of the “turnover” or recovery rate on
assets. The leasing of real estate and equip
ment, as well as the financing of inventories
and receivables, are examples of this new
concept in investment management. The
cash flow often assumes greater importance
in determining the success of an enterprise,
than the profit figure. As the period of plan
ning is projected farther into the future, with
the resulting increase in the risks involved,
management must have more reports which
will aid in making correct decisions.
In designing the reports for management
in this sphere of long-range planning, the
author would include summaries of major
program objectives, status reports on the
progress of individual programs, and reports
on the recovery and reinvestment of capital
employed in the enterprise. He feels that
unless accountants meet this challenge, and
serve management in their planning functions,
as well as they do in the operations phase,
others far less qualified will step in and at
tempt to do the job.

Part I is devoted to “The Present State of
Business Education” and the reader will, I
think, agree with the author’s conclusion that
schools need to reappraise their objectives.
The greater complexity of business organiza
tions today requires a different type of train
ing from that which sufficed a few decades
ago. This fact, combined with the steadily in
creasing numbers enrolling in business courses
and the great diversity of programs being of
fered, serves to emphasize the problems which
must be faced. Both educators and business
men seem dissatisfied with the quality of
training being offered under present condi
tions; the paths to be followed in “profession
alizing” the business courses, however, are
not clearly defined.
The authors conclude that collegiate busi
ness education should strive to educate stu
dents for a whole career in business, and not
be content to train only for the first job.
To achieve such goals, flexibility must be
provided. A two-year graduate program, fol
lowing broad undergraduate training, is per
haps the ideal situation for students who have
the qualifications to secure the greatest benefit
from such training. However, an upgraded
undergraduate program, with perhaps half of
the time devoted to business courses which
will develop the analytical and organizational
skills necessary, will need to be continued. If
such programs are to attain the desired objec
tives, higher admission standards for students
must be imposed.
Recognition of the M.B.A. as a professional
degree is recommended, based on a three-two
program in which three years of undergraduate
work of a general nature is followed by two
years of graduate work in business subjects.
Such a program should be available to under
graduates from engineering and liberal arts, as
well as those enrolled in the business schools.

HIGHER EDUCATION FOR BUSINESS, by
R. A. Gordon and J. E. Howell—Columbia
University Press, New York City, 1959—pp.
474.
This report, which presents the results of a
three-year study made at the request of the
Ford Foundation, gives a comprehensive re
view of present conditions and needed changes
in the field of higher education for business.

PRINCIPLES OF AUDIT SURVEILLANCE,
by Harvey Cardwell, CPA, published by
D. Van Nostrand Co., Inc., Princeton, N.
J.-1960-pp. 439.
The annual loss to employers in the United
States through “inside theft” is now estimated
13

CONCLUSION

to exceed one billion dollars. This full-length
treatise on embezzlement is, in part, a chal
lenge to the accounting profession to extend
and develop its services in this separate field of
audit surveillance.

(Continued from page 12)

In making a transition to mechanized ac
counting, it is well to keep in mind future
growth, but not to over-indulge in expensive
machines that give no better results for the
money spent. One reason we selected our
specific NCR Machine, was because of its
versatility—it adapts itself to all functions of
our accounting. If our business grows to such
an extent that more than one machine is re
quired, we can buy a duplicate machine and
use the same program bars. There is no need
to start systematizing all over.
After all, what all accountants are looking
for is a faster, less expensive method of doing
the necessary accounting. While there will
always be certain people (employees or man
agement) who resist change, we must remem
ber our most valuable employees are just as
resistant to a status-quo. You are as likely to
lose employees whether you go to mechanized
accounting or stay on a manual basis. The
thing to do is think of the job to be done, and
how best to get the desired results.
Don’t think I am advocating a rough-shod
advancement into mechanization. PEOPLE
are the most important asset any business has.
One business executive put it this way:
“People will become more important, rather
than less important, as more American busi
ness leaders follow the trend to scientific
management. Computers and automatic pro
duction processes will change the nature of
work, but they will not eliminate work,—nor
will they wipe out people as workers.”
The four key landmarks for keeping pace
with transition are:
Anticipate the need for change,
Determine the course,
Find out if there is an easy way to effect
the change
And put the adjustment into effect grad
ually.
Everyone can profit by making use of new
techniques, but first it is necessary to develop
ourselves to prepare for these new ideas, and
this includes: the development and application
of leadership skills, the substitution of long
range planning for running a business on
hunches, and the use of specialists in making
complex decisions.

While the author recognizes the financial
audit, as contrasted with the detailed audit,
was a necessary development, he feels audit
surveillance is a separate branch of accounting
service which could and should be developed.

Apart from the financial losses incurred, the
moral and social problems involved are equally
as serious. Until detection becomes more
prevalent, this is an area of moral degrada
tion, which will continue to lure those who are
unable to resist temptation.
The author feels the accountant should
base his concept of theft on the proprietorship
equation and lists the following as the three
elemental theft concepts:
The fraudulent transfers of assets from
employers to thieves;
The fraudulent increases in liabilities of
employers for the benefit of thieves; and
The fraudulent transfers of proprietorship
equities to thieves.

Many case histories are given to illustrate
how such thefts have been practiced in par
ticular situations.
The necessary changes, which must occur
in the techniques of audit surveillance, are
developed. As in a financial audit the account
ant must resort to tests, rather than detailed
examination.
The author advocates “cyclical auditing”;
he would subject the areas where major thefts
are more likely to occur to more frequent
scrutiny, but following an irregular pattern
of timing and constant changes in procedures.
The minor areas should be examined less
frequently, but all areas should be covered
within a two or three year cycle.
The many new technical terms used
throughout the volume are explained in a
complete glossary.
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Comment and Idea Exchange
ADP COMMENT
Recently I reviewed a series of comments
which presented a cross-section of actual expe
rience of companies with automatic data
processing equipment.
Many users of automation are entirely
happy with what ADP has done for them;
many are conditionally so; and a sizeable
minority are not at all happy with results
obtained.
The comments of the dissatisified users
reflect that the shortcomings are not the
fault of the equipment manufacturers, but
of improper planning, faulty systems, selection
of unsuitable equipment— and most often a
too hasty decision on the part of management
through overzealous selling of data processing
itself.
Automation is a completely new and differ
ent concept of office operation. It demands
careful and exhaustive investigation and anal
ysis before it can be adopted or rejected.
TERMINOLOGY

The field of data-processing appears to
require a language all its own—again, a
problem of semantics.
For the benefit of those interested in this
field, we list definitions of some of the more
widely used terms:
Automatic Data-Processing System—a system
that uses minimum manual operations in
processing data.
Electronic Data-Processing System—a machine
system capable of receiving, storing, oper
ating on, and recording data without the
intermediate use of tabulating cards, and
which also possesses: (1) the ability to
store internally at least some instructions
for data-processing operations, and (2) the
means for locating and controlling access
to data stored internally.
Integrated Data-Processing—a system designed
as a whole so that data is recorded at the
point of origin in a form suitable for sub
sequent processing without any human
copying.
Batch Processing—collection of data over a
period of time to be sorted and processed
as a group during a particular machine run.
Capital-to-Labor-Ratio—ratio of the dollar value
of data-processing equipment to the num
ber of people performing various functions
related to data-processing. Expressed in
units of dollars per person.

Bus—a path over which information is trans
ferred from any of several sources to any
of several destinations.
Channel—a path along which data, particularly
a series of digits or characters, may flow
or be stored.
Input—the process of introducing data into the
internal storage of the computer.
Output—the process of transferring data from
internal storage of a computer to some other
storage device.
Transceiver—equipment for card-to-card trans
mission by way of telephone or telegraph
wires.
Program—a plan for the automatic solution of
a problem. A complete program includes
plans for the transcription of data, coding
for the computer, and plans for the absorp
tion of the results into the system.
Routine—a set of coded instructions arranged
in proper sequence to direct the computer
to perform a desired operation or series of
operations.
In-line processing—the processing of data with
out sorting or any other prior treatment
other than storage.
Converter—a device for transferring data from
one storage medium to another; for ex
ample, a punched-card to magnetic-tape
converter.
Storage—a device capable of receiving data,
retaining them for an indefinite period of
time, and supplying them upon command.

I was particularly pleased with Jeanne F.
Etienne’s article in the August issue “Data
Processing in a Small Business.” Too many
accountants and companies have felt that
data processing was strictly for the “big”
firms and haven’t bothered to investigate and
find equipment well utilized by small busi
nesses.
SPREADING THE WORKLOAD
Transferring accounts receivable balances to
customers’ statements as the accounts become
active for the first time during the month, in
stead of transferring all balances at the be
ginning of the month has the advantage of
spreading the work throughout the month.
This of course requires that a review be
made at month end to pick up any accounts
on which there was no current activity.
Mildred Swem, Los Angeles
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